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TAX NEWS
TENNIE C. LEONARD, C.P.A., Memphis, Tennessee

The Wall Street Journal points out that
the Treasury is urging a shakeup of the
Tax Court this year by the appointment of
more lawyers from its own staff and from
the Bureau of Internal Revenue to the
Court. There is now one vacancy in the
Court and four members’ terms expire in
1950. A Tax Court dominated by the Bu
reau would be a powerful tax-raising factor.

New Income Tax Proposals
Whether the President and Congress can
agree on a “Revenue Act of 1950” is still a
moot question, in the opinion of Washing
ton observers and commentators, but the
passage of some kind of a revenue act now
appears much more likely. The President
and Secretary of Treasury Snyder have rec
ommended some reductions in excise taxes
with the resulting loss of revenues to be
offset by increased corporation taxes, the
closing of a number of loopholes in the pres
ent law, and the employment of several thou
sand more revenue agents in order that
more income tax returns may be examined.
The elimination of the “notch” bracket
of 53% for corporation incomes between
$25,000 and $50,000 is proposed, together
with giving all corporations the benefit of
the lower bracket on income of less than
$25,000 and taxation of all corporate income
above $25,000 at 42%. This would have the
effect of reducing taxes for corporations
with incomes from $25,000 to $118,750, with
an increase of approximately 10% for cor
porations with incomes in excess of
$1,000,000.
Among the tax loopholes the administra
tion is trying to close is the exemption from
taxation of income from businesses owned
by exempt charitable and educational insti
tutions, busines leagues, labor unions and
social clubs. Nothing is proposed about
businesses owned by religious organi
zations.
Another tax saving device scheduled for
the axe is the “collapsible corporation” so
popular in the movie industry. Pity the poor
movie stars and starlets who may then have
to pay income taxes at the same rates as
ordinary mortals.
Numerous other plugs for so-called loop
holes include an overhaul of percentage de
pletion provisions, revisions of the sections
governing life insurance companies, and a
provision for computing the dividends re
ceived credit on distributions in kind from
a subsidiary on the basis of the property
in the hands of the subsidiary, even though
the dividend itself would have to be in
cluded at fair market value. One of the
proposed changes that would affect the taxes
of millions of taxpayers would be that of
treating losses under Section 117 (j) as
capital losses instead of ordinary.

The Forgotten Taxpayers Remembered

Recently a Deputy Commision of Internal
Revenue told us that out of more than
fifty million income tax returns filed for
the year 1948, the Bureau expected to ex
amine no more than three million. All of
us are willing to be classed with the for
gotten forty-seven million taxpayers, but
recent decisions indicate that some rather
small returns are checked, to the cost and
confusion of some small taxpayers.
Something new, at least to us, has been
added to taxes when the Tax Court begins
sustaining 5% negligence penalties when
deductions claimed on individual income tax
returns cannot be substantiated by the tax
payer. A Revenue Agent told us that he
uses the 5% penalty for fraud he can’t
prove.
Apparently the idea isn’t his exclusively
for on January 10, 1950, Judge Disney of
the U. S. Tax Court handed down five memo
randum opinions in five cases (Richtig,
(Continued on page 14)
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‘indefinite’ in the one case than in the
other. Neither employment was expected
to continue for more than a relatively
short time, too short to justify moving
his home.”

TAX NEWS (Continued from page 4)
Scurlock, Zeller, Rensler, and Collins') in
volving a total of seven taxable years. The
average tax deficiency in dispute was less
than $575 per taxable year, but to each as
sessment a 5% penalty had been added.
A reading of the decisions will disabuse
your mind if you have any idea that the
judge was unusually hard on these tax
payers; by implication at least there was a
finding that the credibility of the taxpayer
witnesses was not all it should have been,
but the judge gave them the benefit of the
Cohan (39 Fed. (2d) 540, 543) doctrine in
allowing them any deductions whatever.
Judge Disney found in each case “that
the deficiency is in part due to negligence.”
Mark our prediction: when the bright boys
in the Bureau learn that every deduction on
an income tax return that cannot be proved
is negligence, the 5% penalty on deficiencies
will become as common as 6% interest.

Mr. Wodehouse Steps Up Production
Mr. Pelham G. Wodehouse, creator of
Jeeves, the perfect butler, and one of the
most prolific of modern English writers,
is not content to fill our libraries of light
fiction—he aspires to filling our tax lib
raries. He has made an auspicious begin
ning with tax cases before the Second and
Fourth Circuit Courts of Appeal, and one

before the Supreme Court.
The plots of his tax cases are as unorig
inal as the plots of his fiction, and as stereo
typed. We quit reading the fiction when
we left high school, but his tax cases all go
like this: he writes a story and assigns a
one-half interest in the manuscript to his
wife. The Satevepost buys the American
and Canadian rights to the story. The Com
missioner says the entire payment is tax
able and to Mr. Wodehouse alone. Second
Circuit agrees with the Commissioner in
part, disagrees in part; held that the entire
payment was subject to federal tax but the
assignment to Mrs. Wodehouse was recog
nized, Wodehouse being taxable on onehalf of the amount received.
The Fourth Circuit Court of Appeals has
now ruled on the case remanded to it by
the Supreme Court. Facts were similar
to those in the case heard by the Second
Circuit, in that there was the same assign
ment and same publisher (and probably
very much the same story) but in a differ
ent year. The Fourth Circuit disagreed
completely with the Second—only the
American rights were taxable to Wode
house, but there was no recognition of the
assignment to his wife.
Mr. Wodehouse may feel that he is repay
ing some of the money ECA has sent to
Britain, but for our part, we hope the Su
preme Court writes the finale to these cases,
but soon.
Ladies First
Members of the so-called weaker sex are
renowned for their skill at holding their
place in line. Not even the Treasury De
partment could marshal Ruth A. Knight out
of her place in the queue. The New York
Court of Appeals held that her claim for
alimony had priority over a claim for taxes
against her ex-husband’s wages which had
been assigned to her as security for her
alimony. Knight, N. Y. Ct. of App.

Whose Ox Is Gored?

Have you ever wondered whether Mr.
Justice Frankfurter had any difficulty in
the preparation of his Form 1040, or
whether Commissioner of Internal Revenue
Schoeneman handles his partially exempt
interest in strict accordance with his regu
lations? Or, if your imagination is espe
cially trenchant, have you ever tried to pic
ture an ordinary Grade Nine revenue agent
saying, “Listen Mr. President, can you
prove that trip to Key West back in 1947
was on business and not for pleasure?”
Judge Murdock, in his dissenting opinion in
the case of Willard S. Jones v. Commis
sioner, 13 TC —, No. 114, gives us encour
agement that even members of the United
States Tax Court have their personal ex
pense problems.
Jones was a construction worker, em
ployed at Oak Ridge for 357 days in 1944
and he deducted the cost of board and room
at Oak Ridge on the ground that he was
away from home temporarily in pursuit of
trade or business. The Court disallowed
the deduction on the ground that his stay
at Oak Ridge was indefinite. Judge Mur
dock dissented in these words:
“A member of this tribunal was once
occupied for a similar time in Los An
geles in hearing a single case, but there
was no question of his right to his allow
ance for board and lodging while away
from home, Washington. There as here,
a significant fact was that the employ
ment at the one place away from home
was temporary. The time was no more
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